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If you incur and pay expenses for 
employment-related household ser­
vices, child care, disabled dependent 
or disabled spouse care, you may be en­
titled to a tax credit of 20 percent of 
these payments.
Under the Tax Reform Act of 1976, 
the itemized deduction requirement 
(and limitations on gross income and 
payments to relatives) for child and 
dependent care expenses was repealed 
and a new tax credit provision (Section 
44A) established, effective January 1, 
1976.
To qualify for the credit:
• You must be gainfully employed or 
actively seeking employment during the 
period the expenses are incurred,
• You must maintain a household 
(pay more than one-half the expense) 
for one or more qualifying individuals,
• Your expenditures must be in­
curred to enable you to be gainfully 
employed, and,
• Your payments for the service must 
be to other than dependent relatives.
* * *
Tax Forum
Child and Dependent Care Benefits
Madie Ivy, CPA
Peat, Marwick, Mitchell & Co.
New York, New York
For example:
Jane Casey, a widow, maintains a 
household for herself and her two 
dependent preschool children. Jane is 
controller for Terry Corporation with 
an annual salary of $25,000. During 
1976, Jane incurs and pays 
employment-related expenses of $3,500 
for household services within her home 
and $1,000 child care expenses at a 
nursery school.
Jane’s tax credit is $800:
Household expenses











Amount of credit 
(20% x 4,000) 
* * * 
Credit
The allowable credit equals 20 per­
cent of employment-related expenses 
which cannot exceed $2,000 if one 
qualifying individual is involved, or $4,- 
000 if two or more qualifying in­
dividuals are involved. The maximum 
credit available is, therefore, $400 for 
one qualifying person and $800 for two 
or more.
This credit is applied against the tax 
liability, which is your income tax for 
the year less the:
• General tax credit,
• Credit for the elderly,
• Foreign tax credit,
• Investment credit,
• WIN credit,
• Political contributions credit, and 
• Credit for purchasing a residence. 
The allowable credit cannot exceed 
the tax liability or be carried over to 
other years.
Earned Income Limitation
There is an earned income limitation 
on the amount of employment-related 
expenses you may use in computing the 
credit. A single person is limited to 
his/her earned income for the year; a 
married couple is limited to the earned 
income of the spouse earning the smaller 
amount.
In the case of taxpayers where, for 
any month, one spouse is either a full- 
time student at an educational institu­
tion or incapable of self-care, that 
spouse is considered to have earned in­
come of $166 per month if there is one 
qualifying individual in the household, 
or $333 per month if there are two or 
more qualifying individuals. If both 
husband and wife are students or are in­
capable of self-care, this special rule for 
determining earned income applies to 
only one spouse for any one month.
Gainful Employment
Gainful employment includes work­
ing for others, either full- or part-time, 
or for yourself in your own business or 
partnership. If you are married and liv­
ing with your spouse, both must be gain­
fully employed.
If you are married, you or your 
spouse are considered gainfully 
employed if either is:
• A full-time student at an 
educational institution for five calendar 
months during the tax year, or
• Physically or mentally incapable of 
self-care.
If you are married, this rule treating 
students and disabled persons as being 
gainfully employed can apply to only 
one spouse for any one month. Under 
these circumstances, your earned in­
comes are computed as discussed under 
the earned income limitation above.
Qualifying Individuals
Employment-related expenses must 
be incurred for the care of one or more 
members of your household who are 
qualifying individuals. A qualifying in­
dividual is your:
• Dependent under fifteen years of 
age for whom you may claim a personal 
exemption;
• Dependent (or a person you could 
claim as a dependent except for the 
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gross income test) who is physically or 
mentally incapable of self-care; or
• Spouse who is physically or men­
tally incapable of self-care.
If you are divorced, legally separated 
under a decree of divorce or separate 
maintenance, or separated under a 
written agreement, your child or step­
child who is under fifteen years old or 
who is incapable of self-care is a qualify­
ing individual for purposes of com­
puting your credit if:
• Either parent or both parents 
provide more than one-half of the 
child’s support during the calendar year,
• Either parent or both parents have 
custody of the child for more than one- 
half the calendar year, and
• You have custody for a longer 
period during the year than the other 
parent.
Employment-Related Expenses
Employment-related expenses are 
those paid for either household services 
or for the care of a qualifying individual 
and incurred to enable the taxpayer to 
engage in or to seek gainful employ­





• Disabled dependent care, and
• Disabled spouse care.
Expenses incurred outside your 
household are eligible for the credit only 
if incurred for the care of a dependent 
child under fifteen years old. For exam­
ple, if your disabled mother is in a nur­
sing home, you cannot claim payments 
to the nursing home as employment- 
related expenses. However, if you hire a 
domestic employe to care for your dis­
abled mother in your home, you could 
be allowed a credit for wages you pay 
the employe.
Household expenses you pay for or­
dinary and usual household services in 
your home that are necessary to the 
operation of your home may be includ­
ed if they were incurred for the well­
being and protection of a qualifying in­
dividual. For example, the services of a 
housekeeper, maid or cook will or­
dinarily be considered necessary to the 
operation of the household if performed 
at least partially for the qualifying in­
dividual’s benefit while payments for 
services of a chauffeur or gardener are 
not. If you employ one individual to per­
form two or more services, you must ap­
portion your expenses (unless minimal 
or insignificant) between household and 
nonhousehold services to exclude the 
payments for nonhousehold services.
Child care expenses for a dependent 
under fifteen years old are not confined 
to services performed within your 
household. Nursery school or day care 
expenses for preschool children may be 
included if they enable you to be gainful­
ly employed. Payments for food, 
clothing and education are not child 
care expenses; however, if a payment 
covers incidental nonqualifying benefits 
that are an inseparable part of the care, 
the entire cost will ordinarily be con­
sidered as being for child care. Benefits 
are not considered inseparable if the ex­
pense includes education in the first or 
higher grade level. These expenses must 
be apportioned between the child’s care 
and his/her education costs.
Disabled dependent or disabled 
spouse care expenses are includible only 
if they are for services performed in your 
home to enable you to be gainfully 
employed.
Payments to related individuals (e.g., 
grandparents, aunts, uncles, nephews 
and in-laws) qualify for the credit if you 
or your spouse are not entitled to a 
dependency exemption for the person 
rendering the services and the person’s 
services constitute employment for 
social security purposes.
Marital Status
To claim the credit, married in­
dividuals must file a joint return. 
However, a married person living apart 
is not considered married for credit pur­
poses, if the deserting spouse is absent 
for the last six months of the year. You 
are also not considered married for this 
credit if you are legally separated under 
a decree of divorce or separate 
maintenance.
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The History of the Abacus
The earliest calculating machines 
utilized by primitive man took the form 
of a bunch of pebbles. Because of his in­
ability to count very high, the cave- 
dweller probably kept track of his sheep 
by representing each with a pebble. 
Periodic checks of his flock with his 
pebbles would reveal gains or losses in 
the number of sheep that he owned.
As trade developed, with larger and 
larger sums involved, the simple pot of 
pebbles was inadequate. Systems of 
numbers developed in Babylonia, Egypt 
and Rome, but the system of signs made 
calculation and even recognition dif­
ficult. The first breakthrough in the 
development of the abacus was the 
acceptance of the Hindu-Arabic system 
of numbers, whose origin is clouded. 
This system of ten basic numerals is the 
one used today.
The development of the Hindu- 
Arabic system, along with the fact that 
papyrus and clay tablets were in short 
supply, led early civilizations to the 
development of a crude calculator 
referred to as the dust abacus. The dust 
abacus simply consisted of a set of 
horizontal parallel lines traced on the 
ground. The lowest line was for units, 
the next one for tens, the third for hun­
dreds, and so on. By placing pebbles on 
the appropriate lines, numbers could be 
represented from which additions and 
subtractions could be made.
In time the dust abacus developed 
into a ruled board called the line abacus, 
upon which pebbles were placed and 
calculations executed. The ancient 
civilizations in Egypt, Rome and Greece 
used the line abacus, with the Romans 
advancing its development by carving 
several grooves, along which counters 
were moved up and down in 
calculations. The Romans also divided 
up the groove into two sections, with the 
value assigned to pebbles in the upper 
groove being five times that of a pebble 
in the lower groove. It was a logical 
development from the Roman numeral 
system, which had ones (I) with the next 
highest numeral being five (V).
From Rome, the abacus spread both 
east and west. In the east, the grooved 
abacus probably first appeared in China 
around the year 300 AD. From China 
the abacus traveled to Korea and even­
tually to Japan around 700 AD.
With the development of commerce 
and industry, the abacus obtained 
widespread use in the fourteenth cen­
tury in China. Somewhere along the
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